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KEY ECONOMIC INDICATORS 


All values in million US$ 
unless otherwise noted 


ITEM 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Market Prices(mill.pesos ) 
GDP at Constant 1973 Prices(mill.pesos ) 
Per capita GDP Constant 1973 Prices (US$)3/ 
Gross Domestic Investment Constant 1973 
Prices (mill.pesos)4/ 
Indices: 
Industrial Production (1973=100) 
Avg. Nominal Indust .Wage(1960=100) 
‘Avg. Real Indust .Wage(1960=100) 
Total Population Employed (thousands ) 
Avg. Unerployment Rate (August )5/ 
Nominal Indust .Wage(pesos per hour) 


MONEY AND PRICES 


Money Supply (December ) (mill.pesos ) 

Public Debt Outstanding Domestic (mill. 
pesos ) (Decerber ) 

Public External Debt (December) (Capital 
only over 180 days) 

Interest Rates (Commercial Banks) 

Indices: 
Retail Sales Prices (1960=100) 
Wholesale Prices (190=100) 
Construction Prices (1960=100) 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exch.Reserves (December ) 
Balance of Payments(Deficit or Surplus) 
Balance of Trade(Deficit or Surplus) 
Exports (FOB) 
U.S. Share (percent) 
Imports (CIF) 
U.S. Share (percent) 
Main Imports from U.S.: 6/ 
Machinery non-electrical 
Chemical elements & compounds 
Iron & Steel 
Electrical machinery appr.&appl. 
Transport equipment 
Chemical products & material NEC 
Synthetic resins& plastic materials 


Exchange rate(financial market ) 
as of Dec.1974:US$1.00=9.98ARG.$ 1/ 


¢Cchange 


1973 19 
a 7 1974/73 


363, 087 
363, 087 
1,498 


486,537 2/ 
389,279 
1,583 
70, 302 79, 930 
100.0 
2, 863 
121.8 
9,250 
52) 3.3 
5.41 6.97 


106.8 
3,686 
126 .3 
9,50) 

= 2 


69, 926 114,920 


29,706 


3,316 3 C 16.9 
18-204, 33-36% (Sep.1975) 


2,351 
2,103 
2,585 


258% (Sep.75/74) 
279 (Sep.75/74) 
357% (Sep.75/74) 
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KEY ECONOMIC INDICATORS (Footnotes) 


1/ Since June 1975 GOA has applied a crawling peg exchange rate 
system. As of October 30, 1975, were as follows: 
Commercial: 37.70 pesos per dollar(used for certain ex- 
ports and imports) 
Normal Financial: 48.30 pesos per dollar(used for certain 
exports and imports and loan and interest transactions) 
Special Financial: 68.80 pesos per dollar(used for some 
exports and rost financial transfers) 


2/ Estimated, applying average price increase to GDP at 
constant 1973 prices. 


3/ Population based on 1970 census (in thousands) 24,286 for 
1973 and 24,644 for 1974. Converted to dollars at the 
financial exchange rate of 9.98 pesos per dollar. 


4/ Includes investment in construction, equipment, and 
inventory changes. 


5/ Unemployment rates correspond to Federal Capital and Greater 
Buenos Aires. 


6/ Source: Bureau of the Census, Washington D.C. 
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ARGENTINA 


Summary 


Argentina's economy has deteriorated this year and the 
country is facing a difficult economic crisis. Character- 
istics of the present situation include an economic slump, 
record inflation, a large fiscal deficit and difficult 
balance of payments. The industrial downturn which 
sharpened around mid-year has been deep and pervasive. At 
end September, the cost-of-living index was increasing at 
an annual 258% rate, and continued high levels of inflation 
are anticipated in 1976. 1975 balance of payments results 
will be the poorest in recent years, but prospects are for 
an improvement in 1976. Private plant and equipment 
investment continues stagnant. The Government seeks rapid 
recovery to restore genuine full employment levels, but 
the domestic economic-political situation is very compli- 
cated. Easy and rapid solutions are not anticipated. In 
view of external financial problems, U.S. export opportun- 
ities in the Argentine market are likely to be restricted 
in 1976. U.S. companies must anticipate continued tight 
controls over capital repatriation and profit remittance. 
Some improvement in the investment climate is possible 
considering Argentina's urgent need for new foreign capital. 





PART A 


CURRENT ECONOMIC SITUATION AND TRENDS 


Current Situation and Background 


1975 draws to an end with Argentina facing a major economic 
crisis - one of the worst in its recent history. Elements 
of the present situation include an economic slump, record 
inflation, a large fiscal deficit and difficult balance of 
payments. According to recent official projections, Gross 
Domestic Product growth will be only about 2.4% in 1975. 
Private estimates are lower. In 1973 and 1974, Gross 
Domestic Product growth was 6.1% and 7.2% respectively. 

The increase in the Consumer Price Index (CPI) for 1975 
will be about 250% - highest in Argentina's history. An 
immediate external financial crisis has been temporarily 
surmounted with significant new short-term credits, but 

the situation of the external sector remains difficult. 
These economic problems are rendered more serious by the 
Government's inability, thus far, to promote a stable 
political climate. 


By way of background, economic developments this year may 
be divided into two distinct periods. The first half year 
was marked by rapid balance of payments deterioration and 

a growing domestic inflationary gap fueled by declining 
labor productivity and a large fiscal deficit. Industrial 
production gradually weakened due to adverse domestic 
factors and reduced import availability. In the second 
half year, the balance of payments situation improved, but 
adverse trends in the domestic economy were sharply accentu- 
ated. The catalytic factor in this process was a shock 
liberalization program implemented in June. Instead of 
promoting stabilization, it touched off a virulent wage- 
price spiral which has deepened domestic recession. 
Currently, the GOA seeks to gain public confidence and is 
implementing more moderate and gradualist economic policies. 


Industrial Output 


The industrial downturn which sharpened around mid-year has 
been deep and pervasive. According to private data, indus- 
trial output declined significantly in various key sectors 
during June-August 1975, compared with 1974 as follows: 
crude steel - 33%, automobiles - 29%, tractors - 23%, 
cement - 10%. In September and October, production 
strengthened in some sectors, but no generalized upward 
trend is yet evident. Most manufacturing activities con- 
tinue to be affected, to a greater or lesser degree, by the 





following problems: reduced demand, domestic and import 
shortages, financial difficulties, sharp cost increases, 
and continuing labor problems. Unemployment has increased 
substantially, although less than might be anticipated con- 
sidering production losses. Labor unions and Government 
policy have sought to discourage dismissals. Nevertheless, 
the Buenos Aires unemployment index, which registered a 
record low of 2.3% in April 1975, increased to 6% in August 
1975. There is consensus that real unemployment levels may 
be even higher. 


The Government is likely to seek rapid economic recovery to 
restore genuine full employment. Its target is 4.4% growth 
in 1976. Nonetheless, industrial recovery will not come 
easily - there are too many domestic economic problems. 
Import shortages and continued labor disputes are likely to 
remain as negative factors. A realistic price policy will 
be one key element necessary to raise output and investment. 


Record Inflation 


Current inflation rates are the highest ever in Argentina 
and among the highest in the world today. At end September, 
1975, the Cost-of-Living index (CoL) was increasing at an 
annual 258% rate, the Wholesale Index at 279%, and the 
Construction Index at 357%. During June-September alone, 
the CoL index rose an alarming 122%, following 6% average 
monthly increases during the first five months of 1975. 
Sharp price increases have produced dramatic, and unpre- 
dictable income shifts including windfall gains for some 
and tragic losses for others. They also have created severe 
problems for business operations. Moreover, there is wide- 
spread unrest over inflation among the CGT labor unions 
which form the backbone of Peronist political support. 


Prospects are for continued high inflation in 1976. The 
rate of increase is likely to be less than current levels, 
but still in the three digit range. Recent reimplementa- 
tion of the Social Pact between Government, business and 
labor may help to relieve wage-price pressure. However, 
the GOA will have difficulty keeping salaries at 

realistic levels consistent with current economic possibil- 
ities. The salary question is likely to remain a poten- 
tially explosive economic/political issue. Moreover, there 
are other sources of strong inflationary pressure including 
particularly the fiscal deficit and unrealistic prices 
requiring adjustment. In the long run, restoration of 
historical 30% inflation levels will be difficult to achieve 
without new investment to raise output. 





Balance of Payments 


1975 balance of payments results will be the poorest in many 
years. According to recent official projections, the trade 
deficit is likely to be around $520 million (imports $3,520 
million and exports $3,000 million) and the total deficit 
about $1,076 million. The latter figure compares with a 
total surplus of $731 million in 1973 and $95 million in 
1974. 


In the trade accounts, rapid deterioration occurred during 
the first half year leading to a sizable $691 million trade 
deficit. The principal negative factor was overvaluation 

of the peso which adversely affected exports and produced a 
significant import surge during the first quarter. Other 
factors included adverse terms of trade shifts, poor weather, 
and continuation of EC restrictions on Argentine meat exports 
In second half 1975, the trade account was stabilized and 
official projections are for a $171 million trade surplus. 
The turnaround occurred via frequent devaluation of the 
trade exchange rates beginning around March and, more 
importantly, tight import controls. The value of imports 
declined from $2,185 million during the first half year to 
an estimated $1,335 million in the second half. 


The external financial crisis provoked by balance of payments 
deterioration threatened to lead to an external debt mora- 
torium. Gross foreign exchange reserves declined from a 
record level of $2,011 million at end June 1974 to $861 
million at end June 1975 and liquid assets were much less. 
Facing this critical situation, the GOA was able to success- 
fully negotiate a new external credit package to provide 
financial relief through year end 1975. According to 
official sources, the new credits could reach $820 million. 
They include primarily drawings from the International 
Monetary Fund Oil Facility and Export Compensation facility, 
along with new credits from several U.S. commercial banks. 
The GOA continues to seek new capital inflows from a variety 
of public and private sources to strengthen the country's 
external financial situation. Several important loans are 
under negotiation with the Inter-American Development Bank 
(IDB) and World Bank (IBRD). 


Prospects are for improved balance of payments results in 
1976. Nevertheless, the overall situation of the external 
sector is likely to remain difficult. The GOA has initiated 
a major export expansion drive and has implemented more 
realistic crawling peg exchange rates to provide export 
incentive. Its 1976 export target is $4.2 billion. While 





optimistic, the figure is considered attainable with appro- 
priate domestic policies and favorable grain crops. Export 
earnings will be crucial in 1976 to finance debts and retain 
imports at adequate levels. Gross reserves remain depleted 
and further short-term financing may become more difficult 
to obtain. 


As of June 30, 1975, Argentina's total debt (capital and 
interest) was $9.8 billion including $1.5 billion due in 
1976. New short-term borrowing, and roll over of financial 
debt since that date, will add to financial burdens in 1976 
and beyond. 


Fiscal Policy 


The large fiscal deficit has been a major source of inflation 
and constitutes one of the Government's most pressing domes- 
tic problems. In 1971-72, the fiscal deficit constituted 
about 2% of GDP. In 1973, it rose to 8% of GDP and in 1974 
about 9%. This year, the deficit may reach about 15% of GDP, 
or about nine times the initial 1975 budget level. Fiscal 
disequilibrium is a result, primarily, of sharply rising 
Treasury expenditures covering salary increases and public 
sector operating deficits. The tax base is insufficient to 
cover the large increases. In fact, the current tax burden 
in Argentina (revenues/nominal GDP) is one of the lowest in 
recent years despite sizable corporate tax payments. The 
Government seeks fiscal reform, but thus far has failed to 
implement the specific measures necessary to achieve it. 

The Treasury deficit is likely to remain a key domestic 
economic problem over the immediate future. 


Monetary Developments 


Despite the huge fiscal deficit, real monetary liquidity has 
declined significantly during 1975. That is to say, money 
supply expansion has not kept pace with price increases, 
reducing the real liquidity of the economy. During the 

first half year this trend already was notable as the Central 
Bank tightly restricted credit increases to the private 
sector. With the price spiral initiated in June, the dis- 
parity between price and money supply increase widened 
sharply producing an acute liquidity shortage. Companies 
were unable to generate sufficient internal cash flow to 
finance cost increases and bank credit remained tight. Along 
with external factors, absence of liquidity became a major 
recessionary element. 





The GOA objective is to gradually restore monetary liquidity 
to a reasonable level necessary for economic growth. The 
trend is already underway. In view of the enormous fiscal 
deficit, the danger exists that liquidity will be expanded 
too rapidly creating more inflation and undermining balance 
of payments recovery. In general, local money markets are 
likely to remain erratic, and medium and long-term financing 
will be difficult to obtain. Local credit for foreign 
companies will remain under close Central Bank supervision. 
Moreover, the Central Bank will continue to encourage 
foreign companies to bring external funds to Argentina to 
meet local financing requirements. 


In September, the standard commercial bank loan rate was 
33-36%. 


Investment 


The global investment picture remains extremely serious. In 
1974, according to GOA figures, total investment increased 
13.7%, but a large portion was due to low-cost residential 
construction and inventory increase. Total plant and equip- 
ment investment increased only 3.2%, and most of this was a 
result of heavy public sector investment. Private sources 
estimate that private plant and equipment investment dropped 


very substantially in 1974 following a sharp reduction in 
1973. The adverse trend in private investment has continued 
in 1975. 


Most current investment activity is occurring in the public 
sector, although delays and financial problems are wide- 
spread. The GOA is emphasizing the expansion of energy 
production, particularly electrical energy. In 

the fuel sector, the State Oil Company (YPF) has plans to 
make substantial investment in oil exploration and produc- 
tion and is seeking to initiate more intensive offshore 
exploration. The State Gas Company has several pipeline 
projects planned or in progress. Other important public 
sector projects include expansion of the petrochemical 
industry and steel production. 


Foreign investment inflows have not materialized due to 
several factors including restrictive laws and regulations, 
the terrorist threat, political instability and domestic 
economic problems. Nevertheless, some improvement in the 
local foreign investment climate is considered possible in 
1976 in view of Argentina's urgent need for new foreign 
capital. 





Prospects 


The current economic situation is extremely complex, and 
easy and rapid solutions are not anticipated. In the 
immediate future, the outlook is for continued economic flux. 
Government policies are relatively moderate, and fruitful 
contact with the IMF is a positive development. Neverthe- 
less, lacking political cohesion, the GOA is likely to 
continue to react to developments on an ad hoc basis. No 
comprehensive plan for overcoming the economic crisis has 
been elaborated - probably none is possible at this time. 
The salary issue will remain a pivotal one, and reducing 

the fiscal deficit will require strong measures. GOA inten- 
tions in the fiscal area should become clearer when Congress 
begins to review the 1976 budget. With greater political 
stability, Argentina would be in a strong position to 
initiate rapid and sustained economic recovery. Its agri- 
cultural resources are excellent, and the country is largely 
insulated from world energy shocks. However, the political 
question remains a big one. While most Argentines prefer 

to continue under a democratic and constitutional framework, 
there are also strong pressures for radical change. As 
Argentina moves toward elections, increasing political 
confrontation could adversely affect economic programs. 
Whatever happens, developments over the next year are likely 
to have very important implications for Argentina's economic 
future. 





PART B 


IMPLICATIONS FOR THE UNITED STATES 


Argentine imports during the next six months or more are 
going to be severely restricted. This will apply particu- 
larly to capital goods imports, as Argentina will need to 
use its limited foreign exchange resources to pay for inputs 
of intermediate and primary products into its factories. 
Even though the capital goods may be financed from overseas, 
the GOA's reserves are at such a low point that in many 
cases the Central Bank cannot make available the 10 to 15% 
down-payment. 


It is important to note that foreign Western export credit 
institutions, including the Export-Import Bank of the United 
States, have decided to limit the increase of their exposure 
in Argentina for the time being. Additionally, the financing 
terms the GOA now requires that its importers obtain have 

met with the Berne Union's disapproval, as the grace and 
repayment terms in many cases exceed those currently in effect 
in international trade. These decisions will further slow 

the importation of capital goods and will certainly restrain 
the growth of the Argentine economy. 


Travel to the U.S. by Argentines has been and is likely to 
continue to be sharply curtailed by the foreign exchange 
shortage. 


The GOA will continue to carry out a minimum level of invest- 
ment in the public sector during this period, nevertheless. 
The power and energy sectors, which have a priority within 
the Government's plans, are likely to provide the principal 
sales opportunities for capital goods in the short term. 
Financing will be a key element of any supplier's competi- 
tive position. 


While the GOA is likely to make overtures to foreign 
investors hoping to increase capital flows, which are badly 
needed for balance of payments support, it is unlikely there 
will be significant inflows in 1976. With the economic 
recession, the unavailability of foreign exchange for 
remittance of profits and the GOA's incomes policy, which 
severely squeezes company profits, the investment climate 

is likely to remain less than propitious, even if there is 

a return to political stability and a change in the foreign 
investment law. 





The foreign exchange crisis means that a large proportion 

of profit and royalty remittances from Argentina will be 
held up for some time more, and U.S. investors are likely 

to have to wait before their profit remittances are approved. 
Although the GOA will continue to rely on the emission of 
dollar bonds to relieve this pressure, bond issues are 
likely to continue to be insufficient to take care of the 
significant backlog accumulated in prior years. 


The renewal of the GOA's export drive will probably lead 
Argentine exporters to focus again on the U.S. market. The 
EC reduction of Argentine beef imports will bring stronger 
GOA pressures for the U.S. to waive or modify its sanitary 
regulations and permit the flow of unprocessed meat to U.S. 
markets. The export drive is also likely to lead to renewed 
interest in bilateral trade agreements by the GOA, and to 
making the 1973 and 1974 agreements with Eastern European 
countries more operative, and perhaps expanding them. This 
could lead to greater Eastern European penetration of the 
Argentine market. 


The short-term outlook is therefore for continued minimal 
private domestic and foreign investment, and low economic 
growth, continuation of attempts at enforcing an incomes 


policy oriented towards transferring income to lower income 
groups, foreign exchange shortages and little growth in the 
import market. It will be a period of "wait and see" for 
U.S. firms. 
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